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SUB J : IRANIAN OIL-FOR-ARMS DEALS 

SUMMARY: A LARGE-SCALE OIL-FOR-ARMS DEAL BETWEEN IRAN, 
SHELL OIL AND BRITISH AIRCRAFT CORPORATION, INVOLVING THE 
RAPIER MISSILE, HAS BEEN DISCLOSED. BRITISH OFFICIALS 
HAVE INFORMED THE EMBASSY THAT HMG HAD NOT BEEN INVOLVED, 
BUT HAD NEITHER OPPOSED THE DEAL NOR ENDORSED IT. HMG IS 
CONCERNED OVER THE POTENTIAL IMPLICATIONS OF SUCH PRO- 
POSED IRANIAN BARTER DEALS WITH BOTH US AND UK FIRMS, 

AND HAS INSTRUCTED ITS EMBASSY IN WASHINGTON TO CONSULT 
WITH USG ON THE MATTER. 

1 . BEGIN UNCLASSIFIED: A LARGE-SCALE "OIL-FOR-ARMS" DEAL 
BETWEEN IRAN, SHELL OIL AND THE BRITISH AIRCRAFT CORPORA- 
TION WAS DISCLOSED IN THE BRITISH PRESS THIS WEEK, BEGIN- 
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IN TEHRAN WHICH WAS BASED ON AN INTERVIEW WITH VICE WAR 
MINISTER TOUFANIAN. ACCORDING TO THIS STORY IN THE AUGUST 
10 ISSUE, THE THREE-WAY BARTER DEAL WILL BE WORTH THE 
EQUIVALENT OF 300 MILLION POUNDS STERLING, AND WILL 
INVOLVE THE RAPIER MISSILE. ARTICLE ALSO STATED IRAN WOULD 
BUY ADDITIONAL CHIEFTAIN AND SCORPION TANKS IN SEPARATE 
TRANSACTIONS, AND THAT "ALTOGETHER THE VALUE OF UK ARMS 
SALES TO IRAN WILL NOW AMOUNT TO MORE THAN ONE BILLION 
POUNDS STERLING". 

2. ARTICLE QUOTES GENERAL TOUFANIAN AS STATING THE SALE 
OF OIL WAS BEING CONDUCTED AT MARKET PRICES WITH NO DIS- 
COUNT. "THE SALE TO SHELL IS BELIEVED TO INVOLVE SOME 
L7,000 BARRELS A DAY FOR THE FIRST SIX MONTHS, RISING TO 
20,000 BARRELS PER DAY.. .IRAN IS WILLING TO SELL OIL ON 
THIS BASIS TO OTHER BRITISH COMPANIES FOR MORE MILITARY 
EQUIPMENT". 

3. THE ARTICLE ALSO QUOTES GENERAL TOUFANIAN AS STATING 
IRAN IS ALSO DISCUSSING ARMS-FOR-OIL BARTER DEALS WITH 
SEVERAL UNITED STATES OIL COMPANIES, INCLUDING NETCO (SIC) 
ASHLAND AND CROWN OIL. A DEAL WITH THE LATTER WOULD 
OFFSET IRAN'S PAYMENT ON PURCHASE OF THE MCDONNELL 
DOUGLAS/NORTHROP F-18 AIRCRAFT. END UNCLASSIFIED. 

4. BEGIN CONFIDENTIAL: IN CONVERSATIONS WITH DEPARTMENT 
OF ENERGY AND FCO ENERGY OFFICIALS AUGUST 10-11, THEY 
CONFIRMED FINANCIAL TIMES ARTICLE WAS "MORE OR LESS FACTU 
ALLY CORRECT", RAPIER DEAL HAD BEEN ARRANGED BY PRIVATE 
COMPANIES AND HMG DID NOT CHOOSE TO OBJECT. PUBLIC POSTUR 
OF GOVERNMENT WOULD BE THAT HMG CANNOT CONFIRM DETAILS OF 
INDIVIDUAL ARMS DEALS AND QUERIES ABOUT OIL BARTER 
ASPECT SHOULD BE DIRECTED TO FIRMS INVOLVED WHICH 
PRESUMABLY ENTERED INTO ARRANGEMENT FOR GOOD COMMERCIAL 
REASONS. IF PRESSED ON PRINCIPLE OF BARTERING ARMS FOR 
OIL.HMG WOULD STATE IT IS IN FAVOR OF LIBERAL TRADING 
SYSTEM IN GENERAL BUT IS NOT GOING TO COMMENT ON INDIVIDU- 
AL DEALS. 

5. FCO ENERGY OFFICIAL NOTED MOD HAS LEAD ROLE IN THIS 
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AREA AND OPINED PROBABILITY IS THAT IF OIL BARTER IS 
REQUIRED TO SELL ARMS, IT WILL BE AUTHORIZED. HE ACKNOW- 
LEDGED, HOWEVER, THAT OIL BARTER APPROACH EVENTUALLY 
COULD CREATE DIFFICULTIES FOR IRANIAN OIL CONSORTIUM 
PARTNERS AND US AND UK GOVERNMENTS SHOULD AMOUNTS INVOLV- 
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ED RISE FROM PALTRY 20,000 BARRELS A DAY TO HUNDREDS OF 
THOUSANDS OF BARRELS DAILY. BRINGING ADDITIONAL RIGIDITY 
INTO EQUATION COULD MAKE IRANIAN LIFTINGS PROBLEM THAT 
MUCH MORE DIFFICULT OVER TIME. HE HOPED MINISTERIAL 
LEVEL OF HMG COULD SOON BE BROUGHT TO REVIEW PRINCIPLE 
INVOLVED INSTEAD OF MERELY PASSING ON INDIVIDUAL DEALS. 

6. IN SUBSEQUENT CONVERSATION WITH EMBOFF ON AUGUST 12, 
DAY, ACTING HEAD OF FCO MIDDLE EAST DEPARTMENT, NOTED 
THAT SHELL HAD PUBLICLY CONFIRMED THAT IT HAD BEEN OFFER- 
ED CRUDE OIL BY BAC AND THAT THE DISCUSSIONS CENTERED ON 
A LEVEL OF 17,000 TO 20,000 BARRELS PER DAY OVER A SIX- 
YEAR PERIOD. DAY STATED THAT BAC AND SHELL HAD BEEN 
NEGOTIATING DIRECTLY WITH THE IRANIANS AND THAT THE 
BRITISH GOVERNMENT HAD NOT BEEN INVOLVED. HE CONTINUED 
THAT THE BRITISH GOVERNMENT HAS NOT OPPOSED THE DEAL BUT 
HAS NOT ENDORSED THE DEAL IN PRINCIPLE BECAUSE GOVERNMENT 
CONFIDENTIAL 
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BELIEVES SUCH BARTER DEALS GO AGAINST WESTERN INTERESTS 
AND HMG PREFERS CASH. 

7. ACCORDINGLY. DAY STATED HMG WAS IN PROCESS OF SENDING 
INSTRUCTIONS TO THE BRITISH EMBASSY IN WASHINGTON TO 
DISCUSS THE ISSUE WITH THE USG AND SEEK TO COMPARE NOTES 
ON THE EXTENT TO WHICH IRAN WANTS TO CONTINUE TO DO 
BUSINESS THIS WAY. BRITISH WILL ALSO SEEK TO FIND OUT TO 
WHAT EXTENT THE BARTER ARRANGEMENTS US FIRMS MAY HAVE 
ENTERED INTO WITH IRAN REQUIRE USG APPROVAL. DAY SAID 
THESE DISCUSSIONS ON DESIRABILITY OF COORDINATING 
PRINCIPLES WOULD BE CONFINED TO HMG AND USG ONLY. 

ARMSTRONG 
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